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SUBJECT: Deparmnent of Defanse Financial Business Practices Reform- .

The Department as a whole, and functional managers in particular, nesd bexter financial
information to conducs their far-flung operations. For example, the Department’s managers nesd
to be abie to answer questons abour (1) the amounts owed to, or owed by, the Deparment,

(2) amounts estimated to be required for future eavironmearal cleanup efforts, (3) the cost of
overhead or other infrasauczure, as well as (4) other quesdons regarding the actual costs of
specific actvities after they have beag performed. Unfortunately, this information often is hard
to develop.

One reasen for this difficulty is thar our acguisition, logistical, medicai. personne!, and
other procssses and systems. designed to fulfill important management functions, do not do a
good job of capruring and reporting financial data to the Chief Financial Officar community.
One conseguencs is that the Deparmnent’s financial statements, a score carg of how well the
Deparunent executes its fiduciary responsibilities, have not recsived a favorabie audit opinion
over the last several years. This is undcceptabie.

Another reason is that the Deparmnent historically has managed by a “siove pipe” budge:
execution procsss. Military Deparmments deveiop Weapons systems using research, development,
test and evaluation funds; acquire weapons system with procurement funds; maintain weapons
system with operation and maintenancs (O&M) dollars; and operate weapons system utilizing
O&M and military personne! funds. Sincs these costs are funded by different appropriations,
often without any linkage berwesn the appropriations, program managers must manually
calculate or estimare acmual costs using information from multiple systems. While the
Department has done a credibie job of estimating its resourcs needs and requirements, and in
execuung and accounting for its budge: autharity, it does not do well in mesing current

reguirements to account for and report the total cost of its varied missions that span multiple
appropriations.



This is 2 Department-wide management problem, not just a financial management
p"oblcm Fer this reason, initiatives to imgprove the aczuracy, timeliness and usefuiness of
financial infcrmatior. mus: be developed through: the Defense Management Council. I have
inswructed the Uncer Secretary of Defense (Comproller) to overses the Deparmment's efforts to
improve the manner in which financial information is caprured and reported in all of the
Department’s systems--not just its financial systems. FL.thc I am direc ting that you provide the
Under Secrstary of Defense (C Compuoiler) vour suprort o achieve one of the Adminismation's
top priorities--a favorable audit opinion on financial siatsments.

To achieve more favorable opinions, 2 number of stegs rnust be undenizken immediately.
In pariicular. the acquisition, Iovxsucﬂ medical, and personne! processes and systams must be
modified to encompass new functionalities and retooied to adcauatclv capture and report
ncccssary information. Orly by achisving favorable audit opinions on our financial statemenrs
can the Degartment restore its credibility with the pubiic and ensure that we, 3as senior managers,
are effectively camying cur our fiduciary responsioilities. .
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